This study is an attempt to analyze the relation between the optimal informal employment ratio and improvement level of the country. Informal employment has advantages and disadvantages. Informal employment causes revenue losses consisting of both tax and social security premium. But also it causes economic growth. The previous study analyzed the optimal informal employment ratio for Turkey and in this study, the relationship between the Gross Domestic Product (GDP) and informal employment ratio (IER) for other economies will be analyzed according to their improvement level. Because in the literature there is an opinion about low informal employment ratio for high income countries and high ratio for low income countries. Because of the effect of public policy and economical structure on underground economy, it will be tried to to assess the place of Turkey according to the development level.
Introduction
Underground economy may affect economic growth rate in country positively and negatively. Some researchers thought that there is a positive relationship among growth of underground economy and growth of official economy. Some other researchers found empirical results that show negative relationship among them by using their model. They thought that increasing (decreasing) underground economic activities might decrease (increase) tax revenue of government, and decreasing (increasing) tax revenue may diminish (increase) public infrastructure investments, which are basic element of economic growth. Briefly, there is no consensus on relationship among growth of underground economy and growth of official economy. In the literature there is an opinion about low informal employment ratio for high income countries and high ratio for low income countries. Because of the effect of public policy and economical structure on underground economy, it will be tried to to assess the place of Turkey according to the development level.
Informal Economy And Development Level
Most authors trying to measure the informal economy face the difficulty of how to define it. One commonly used working definition is: all currently unregistered economic activities which contribute to the officially calculated (or observed) Gross National Product. A comparison of studies on the informal sector in developed countries and studies in less developed countries has shown that they converge on some basic criteria -undeclared labor, tax evasion, unregulated or unlincensed enterprises, illegality or criminality-used to characterize it. The essential divergence is related to the use of the 'survival' criterion. Consequently, studies in developed countries show that the informal sector offers possibilities for growth, whereas research in less developed countries provides evidence that survival is the main characteristic of the informal sector there. As Pardo (1995) observes, survival always 'legitimizes' law avoidance in extreme situations, where a conflict between morality and individual rationality emerges: agents justify their actions by lack of choice. In Schneider's study SIZE AND MEASUREMENT OF THE INFORMAL ECONOMY IN 110 COUNTRIES; estimates of the size of the informal economy in 110 developing, transition and OECD countries are presented. The average size of the informal economy, as a percent of official GNI in the year 2000, in developing countries is 41%, in transition countries 38% and in OECD countries 18%. A large burden of taxation and social security contributions combined with government regulations are presented as the main determinants of the size of the informal economy. So the study makes true the assumption about the low informal economy in developed countries and high informal economy in developing or less developed countries.
Informal Economy In Turkish Economy
In Turkish economy Gross Domestic Product (GDP) values are explained quarterly by TUIK (Turkish Statistics Instutution) and informal employment ratio by monthly from the datas of TUIK. In the previous study we used the data GDP-Constant (1998) prices (Thousand) (Quarterly) between 2013 December and 2005 January so the infliation effect got rid of. By getting the average of the monthly informal employment ratios we get the quarterly informal employment ratio. Because of the informal employment has both advantages and disadvantages, it is thought that there is a parabolic relationship between the informal ratio and GDP The model yielded no significant results when informal employment ratio used alone, but significant results were obtained when the informal employment ratio the previous period were used, which could be attributed to the fact that structural characteristics of a preceding terms determine those of the following terms in an economy. For instance, financial authorities take account of the changes in the tax revenues for the previous year and a higher tax rate is required to meet increasing public expenditures with an increase in the GDP of the previous year.
The model is below:
Ln GDP= 2.822259 IER + 0.968453 Ln GDP(-1) -3.459556 IER(-2) 2 As is seen in model, GDP increased with increasing informal employment IER) and decreased with an increase in the informal employment ratio squared. All the coefficients in the model are statistically significant and have a high explanatory power (R 2 ). Moreover, the model does not present any problems of autocorrelation, multicollinearity, and heteroscedasticity. All these factors make the estimated model a good model. By using the coefficients in model, the rate that maximizes GDP was calculated for the periods between 2005 and 2013 with the help of the formula IERmax= (α+β/2λ) that maximizes the Ln GDP and this optimal informal employment ratio is calculated as 2.822259/(3.459556*2)= 0.407893238= %40,7893. This ratio is the optimal informal employment ratio that maximizes the GDP. As seen in the Table 2 when the informal employment ratio was applied there is an improvement amount like 2,599,509,782 TL and nearly %2 increase at GDP in 2013. So the informal employment ratio maximizing the GDP is approximately %41 for Turkish economy.
Conclusion
They are political, economic and social reasons for informal economy. To use informal economy for simulating formal economy as an public policy takes place in the literature.
The sub-criteria used with respect to the political aspect of the informal sector are:
1. government regulation; 2. illegal activities; and 3. national statistics (GNP).
The idea behind this classification is that it captures the influence of the informal sector on politics [involving lack of government regulation, illegal activities and consequently substantial errors in measuring the national product (GNP)].According to the Schneider's analysis on developed and less developed countries focused on the informal economy, Turkey is not a developed country but its informal employment ratio is decreasing significantly so it is going on to develop and to take place in Western Europe countries.
